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Abstract
Corporate governance has as objective the overall leadership and management of the entire
organisation  by  the  risk  management,  organisation  and  exercising  of  internal  control,
including the internal audit. Within the concept of corporate governance, a core role is
played by the transparency of the financial-accounting information, as it lies at the basis of
the decision making.
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1. The concept of corporate governance and its basic principles
The notion of corporate governance occurred for the first time in usual
terms  in  America  in  the  '70s,  at  the  peak  of  the  Watergate  scandal,  when  the
American  Congress,  extremely  surprised  by  the  scope  of  the  corruption
phenomenon,  initiated  by  the  great  companies  among  politicians,  required  the
establishment of a set of much more detailed rules and regulations in the field of
internal control, internal audit and risk management. This is how scaffolds of the
construction  entitled  corporate  governance  were  set,  construction  that  has
continually developed both on the American continent and in Europe, becoming
the transparency level provided to the users of financial information.
Conceptually,  Corporate  Governance –  Anglo-Saxon  term –  means  the
overall  leadership  and  management  of  the  entire  organisation  by  the  risk
management, organising and exercising the internal control, including the internal
audit.  In  the  literature  and  practice  we  encounter  several  attempts  to  define
corporate governance, however there is no unanimously accepted definition so far.
We  should  retain  as  fundamental  two  definitions  elaborated  by  important
regulation bodies in the audit field, i.e. the IIA (USA Institute of Internal Auditors)
and IFAC (International Federation of Accountants).
The  first  definition,  forwarded  by  IIA,  affirms  that:  ”Governance  is  a
combination of processes and structures implemented by the Board of Directors in
order to inform, lead, direct and monitor the activities of the organisation with the
purpose  of  reaching  the  previously  set  goals”.  Analysing  the  definition  and
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1. “Governance is a combination of processes and structures” – it means that
the  act  of  management  represented  by  governance  relies  on  a  code  of
procedures, able to settle and regulate the multitude of problems (processes)
and  it  also  has  corresponding  structures  for  the  management  of  these
processes.
2. “implemented by the Board of Directors” – this indicates the level where the
corporate governance is performed.
3. “…in  order  to  inform,  lead,  direct  and  monitor  the  activities  of  the
organisation” – this section shows the goals of the corporate governance act,
goals set in the attributions of the bodies of collective management - the
Board of Directors.
4. “…with the purpose of reaching the previously set goals” – the final goal of
corporate governance is subordinated to the shareholders’ interest on a long
or medium term, interests formulated and  communicated to the Board of
Directors.
The  second  definition  elaborated  by  the  IFAC  stipulates  that:  “Corporate
governance is a set of practices of the Board of Directors and of the executive
management,  executed  with  the  purpose  of  ensuring  the  strategic  directions  of
action, the reaching of the set goals the risk management and the responsible use of
financial resources”.
This  definition  puts  in  connection  two  management  levels  of  the
organisation,  i.e.  the  Board  of  Directors  and  the  executive  management,  by
procedures  (practices) meant  to  ensure  the  reaching  of  the  set  goals:  “the  risk
management and the responsible use of financial resources”.
We  remark  from  both  definitions  the  essential  aspects  of  corporate
governance. The use of practices and structures by the Board of Directors with the
purpose of reaching the goals previously set by the organisation.
The  concept  of  corporate  governance  includes  not  only  the  internal
environment of the organisation (shareholders and employees), but also external
influential factors (creditors, customers, suppliers, the government, community (the
latter having an important part to play in the perpetuation of the firm’s activity, in
its  development.  In  fact  the  World  Bank,  in  the  definition  given  to  corporate
governance, affirms that: “the purpose of corporate governance is to draw together
as closely as possible the interests of the individuals, corporations and companies,
with  the  purpose  of  keeping  the  balance  between  economic  and  social  goals,
between the common and individual ones.”
As regards the principles of corporate governance, they were announced in
the most general manner possible, leaving the practitioners of this managerial act
the possibility to apply them as creatively as possible. These principles affirm they
do not aim at imposing a universal model of corporate governance, nevertheless in
the  future  it  is  necessary  to  elaborate  certain  global  standards  of  corporate
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In 1992, Sir Adrian Codbury, Chairman of the London company Codbury,
elaborated the first code of corporate management and leadership comprised 19
recommendations regarding the basic rules necessary for the administration of a
company, aiming at increasing efficiency, in the context of an non-discriminatory
behaviour towards the shareholders. In a nutshell, this Codbury Code forwards,
beside the important role of the Board of Directors, the need to constitute an audit
committee  and  to  widely  use independent  executive  directors  (non-executive
directors) who do not have a managerial accountability within the organisation.
Out of the desire to introduce “the best practice” in business, the OECD
member  countries –  states  with  powerfully  developed  market  economies -
elaborated  and  published  in  1999 The  Principles  of  Corporate  Governance,
document which attempts to complete the tasks and attributions of the Board of
Directors by issues related to the equitable treatment of shareholders, their role
within the corporate governance, offering information and their transparency, the
accountability  of  the  Board  of  Directors.  In  short,  the  six  global  principles  of
corporate governance elaborated by OECD stipulate:
1. The  frame  of  corporate  governance  should  promote  transparency  and
efficiency of markets, concordance with the rules and laws and segregation
of liabilities among different leadership, regulations and authorities;
2. The  frame  of  corporate  governance  would  protect  and  facilitate  the
exercise of shareholders’ rights;
3. The frame of corporate governance would ensure the equitable treatment of
all foreign shareholders. All shareholders would have the opportunity to
obtain effective damages for the breach of their rights;
4. The  frame  of  corporate  governance  would  recognise  the  shareholders’
rights set by law or by approved engagements and commitments and to
encourage  co-operation  between  organisations  and  shareholders  in  the
creation  of  value  and  jobs,  in  the  support  of  the  financially  healthy
enterprises;
5. The frame of corporate governance should ensure a prompt and reliable
disclosure of information, about all the material problems regarding the
corporation,  including  the  company’s  financial  situation,  performance,
property and management;
6. The frame of corporate governance should ensure the strategic guidance of
the company, an effective monitoring by the Board of Directors, as well as
the accountability of the Board of Directors before the shareholders and the
company.
These principles were recognised by the Forum for Financial Stability, by
the  World  Bank  and  the  International  Monetary  Fund,  and  adopted  by  the
International Organisation of the Real Estate Values Committees. Moreover, they
are  at  the  basis  of  the  elaboration  of  national  codes  of  corporate  governance,
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The issues related to corporate governance in our county were approved by
Law no. 672/2002 regarding the public internal audit and later on by the Order of
the Minster of Public Finances OMFP no. 946/2005 for the approval of the code of
internal audit, containing the standards of management and internal audit in the
public entities and for the development of the managerial control systems.
So as to conclude, within the concept of corporate governance, a core place
is occupied by the transparency of financial-accounting information, as it lies at the
basis of the decision making act. From this perspective, the financial accounting
information, comprised in the annual financial situations, should reach a certain
quality and contribute to the competitive management of the organisation.
2. Qualitative characteristics of financial information
In order to be useful for consumer (users), the financial information must
meet certain requirements called qualitative characteristics. According to The IASB
general frame for the elaboration and presentation of the financial situations, the
four main qualitative  characteristics are: intelligibility, relevance, reliability and
comparability,.
Intelligibility
An  essential  quality  of  the  information  provided  by  the  financial
situations is that they could be easily understood by the users. For this purpose, it
is  supposed  that  the  users  dispose  of  sufficient  knowledge  on  the  business
operation and economic activities, of notions of accounting and are willing to
study  the  forwarded  information  with  the  due  attention.  Nevertheless,  the
information on certain complex issues, that should be included in the financial
situations, due to their relevance in the economic decision making, should not be
excluded only for the reason they might be too difficult to comprehend by certain
users.
Relevance
For  the  information  to  be  useful,  it  should  be  relevant  for  the  users’
decision  making.  The  information  is  relevant  when  it  influences  the  users’
economic  decisions,  helping  them  to  evaluate  past,  present  or  future  events,
confirming or correcting their previous assessments.
The  prediction  and  confirmation  roles  of  information  are  closely
connected. For instance, the information on the present level and structure of
assets are valuable for the users when they try to predict the capacity of the entity
benefit  form  opportunities  and  to  react  to  unfavourable  situations.  The  same
information has the role to confirm previous predictions, for example the way in
which the entity may be structured or the result of the planned activities.
The information about the financial position or previous performances are
frequently  used  as  basis  for  the  prediction  of  the  future  financial  position  and
performance, and of other problems the users are directly interested in, such as the
payment of dividends and wages, variations in the price of bonds, as well as the
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predictive value, the information need not be under the form of an explicit prognosis.
The capacity to elaborate predictions based on the financial situations is however
enhanced by the manner in which the information is presented on the past transactions
and  events.  For  instance,  the  predictive  value  of  the  profit  and  loss  account  is
improved if the information on unusual revenues or expenditure that appear to be
unusual, abnormal or rare are present separately.
The  relevance  of  information  is  influenced  by  its nature and  by  the
significance threshold. In certain cases, the nature of information is sufficient, by
itself, for determining its relevance.  For example, reporting a new  segment of
activity  may  influence  the  assessment  of  the  entity’s  risks  and  opportunities,
irrespective  of  the  significance  of  the  results  obtained  within  the  respective
segment  in  the  reporting  period.  In  other  cases,  both  the  nature  and  the
significance threshold are important, e.g. the value volume of stocks in each main
category an entity should detain in order to have an appropriate activity.
The  information  is  significant  if  its  omission  or  erroneous  presentation
could influence the economic decisions of the users, made on the basis of financial
situations. The significance threshold depends on the size of the element or error,
judged in circumstances specific to the omission or erroneous presentation. Thus,
the significance  threshold  offer  a  range  or  a  limit  rather  than  representing  a
primary qualitative traits that the information should have in order to be useful.
Reliability
In order to be useful, the information should also be reliable. It has the
quality to be credible when it does not contain significant errors, it is not biased,
and the users may trust it completely as it represents what it set out to represent or
what is reasonably expected from it to represent.
The information may be relevant, but so little liable under the aspect of
nature  or  representation,  in  so  far  as  its  recognition may  be  misleading.  For
instance if the validity and value of damages are disputed in a litigation, it would
not be appropriate for the entity to register the entire amount of damages in the
balance sheet, although it would be appropriate to clarify the amount claimed and
the circumstances of the conflict.
The following elements define reliability;
1. Truthful representation
In  order  to  be  credible,  the  information  should truthfully  represent
transactions and other events it set out to represent, or what could be reasonably
expected  to  represent.  For  example,  the  balance  sheet  must  represent,  in  a
credible way, the transactions  and other  effects that are  concretised in  assets,
debts  and  own  capitals  of  the  entity  on  the  reporting  date,  which  meet  the
requirements of the reporting criteria.
Most of the financial data are subjected to a certain risk of offering a
representation less credible than required. It is not due to bias, but rather to the
inherent difficulty, either in the understanding of transactions and other events
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and  presentation  able  to  transmit  messages  corresponding  to  the  respective
transactions and events. In certain cases, the assessment of the financial effects of
certain  elements  could  be  so  uncertain that  the  entities  in  general  could  not
recognise them in the financial situations, e.g. although most entities generate the
commercial  fund  internally  along  time,  it  is  usually  difficult  to  identify  or  to
assess this commercial fund in a credible manner. In other cases, however, the
recognition of the respective elements may be relevant, along with the recognition
of the respective elements and the presentation, at the same time, of the risks of
error hindering their recognition and assessment.
2. Prevalence of the economic over the juridical
For the data to credibly present the events and transactions they intend to
represent, they have to be accounted for and presented in accordance with their
fundament and the economic reality, and not only in their legal form. The fundament
of transactions or other events is not always in accordance with what transpires from
their legal or conventional form. For example, en entity assigns an asset to a third
party, in such a way that the documents support the transfer of the right of ownership
to the respective third party, nevertheless there may be contracts ensuring the entity
the right to continue to rejoice future economic benefits from the respective assets.
In such circumstances, reporting a sale would not present the transaction concluded
in a credible manner (if such a transaction truly existed).
3. Neutrality
In  order  to  be  credible,  the  information  contained  in  the  financial
situations must be neutral, i.e. free of influences. The financial situations are not
neutral if, by the selection and presentation of the information, they influence the
making of a decision or the formulation of a reasoning in order to reach a result
or a present goal.
4. Caution
The persons who elaborate financial situations should be confronted with
uncertainties that inevitably “float” above many events and circumstances, such as
the cashing in of doubtful book debts, the probable duration of use of corporal
immobilisations and the number of possible claims regarding the product during
guarantee period. Such uncertainties are recognised by presenting their nature
and  value,  but  also  by  exercising  caution  in  the  drawing  up  of  financial
situations.  Caution  means  including  a  degree  of  precaution  in  exercising  the
reasoning  necessary  to  meeting  the  required  estimations,  in  condition  so
uncertainty, so that the assets and revenues are not overrated, and the debts and
expenditure are not underrated. Nevertheless, exercising caution does not allow,
for instance constituting hidden reserved or excessive provisions, the deliberate
underrating of assets or revenues, and neither the deliberate overrating of debts
or expenditure, as the financial situation in this case would no longer be neutral
and consequently they would no longer have the quality of being reliable.
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For  the  data  in  the  financial  situations  to  be  reliable,  they  must  be
complete, within reasonable range of the significance threshold and the cost for
obtaining those particular date. An omission may make the information false or
it may be misleading, and thus it no longer has a credible character and risks to
become defective from the relevance viewpoint.
Comparability
The users should be able to compare the financial situations of an entity
along  time  in  order  to  identify  the  trends  in  its  financial  position  and  its
performances. The users should at the same time be able to compare the financial
situations  of  different  entities,  in  order  to  assess  their  financial  position,
performance  and  changes  in  their  financial  position.  Thus,  measuring  and
presenting the  financial  effect  of  the  same  transactions  and  events  should  be
effected in a consequent manner within an entity and along time for one and the
same entity and in a consequent manner for different entities.
An important implication of the information quality’s comparableness is
that  the  users  should  be  informed  about  the  accounting  policies  used in  the
elaboration of the financial situations and on any change of these policies, as well
as on the effects of such changes. The users should be able to identify the different
between the accounting policies for transactions and other similar events used by
the same entity form one period to another, as well as those of different entities.
The  conformity  with  the  International  Accounting  Standards,  including  the
presentation  of  accounting  policies  used  by  the  entity,  helped  to  achieve
comparability.
The  need  for  comparability  should  not  be  misinterpreted  as  mere
uniformity and should not be left to become a hindrance in the introduction of
enhanced  accounting standards. It is not advisable for an entity to continue to
highlight in accounting situations, in the same manner, a transaction or another
event if the method adopted does not maintain the qualitatively characteristic of
relevance  and  reliability. It  is  not  advisable  either  for  an  entity  to  leave  its
accounting policies unchanged, when there are more relevant and more reliable
alternatives.
As the users desire to compare an entity’s financial position, performance
and changes in the financial position along time, it is important that the financial
situations might reveal appropriate information for the prior periods.
The financial accounting audit requires an examination methodology able
to ensure an independent opinion, sol that it equally defend all the users of the
accounting  information  such  as:  the  shareholders,  the  state,  the  employees,  the
banks, the stock exchange bodies, the debtors, the suppliers, the customers, etc.
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